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“Government and Economic Life” 


An extensive study by the Brookings Institution (Wash- 
ington) made wnder a grant from the Maurice and Laura 
Falk Foundation, has issued in a two-volume report pub- 
lished this year under the above caption. It is summarized 
in Pamphlet No. 22 of the Institution, from which excerpts 
are reproduced below by special permission. 


The proper relationship of government to economic life 
has been a topic of perennial discussion. The Greeks had 
a name for it. Plato, about 400 B.C., said in the opening 
book of The Laws: “In the next place our business trans- 
actions, one with another, will require proper regulation.” 
The codes developed in ‘Roman times still influence the 
legal relationships of men in economic affairs. In medieval 
life, government and economic action were intimately re- 
lated in guild activities. The mercantilism of the seven- 
teenth and eighteenth centuries was a system of govern- 
mental economic relationships. . . . 

. The problem of the proper relationship of gov- 
ernment to economic affairs has increased rather than 
diminished in interest and importance. In the period 
since the World War, indeed, and particularly within the 
last decade and a half, it has assumed throughout the 
world such new and challenging aspects as to excite atti- 
tudes varying from religious devotion to extreme alarm. 
In at least three European countries, Russia, Italy, and 
Germany, post-war developments have brought a relation- 
ship of government to industry in which governmental 
activity and economic life appear to be largely identified, 
and personal governments have developed to an extent 
which before the war would have been believed impossible. 

The United States has undergone no comparable change. 
Yet even in this country shifts in public policy have been 
so extensive, and of such significance, as to make them 
a major subject for discussion and concern, and to raise 
important issues of political controversy. . . . 

Obviously the variety of activities included in our eco- 
nomic or industrial life is almost limitless. Yet all relate 
to and are part of three fundamental processes. In simple 
language these three processes are: determining what 
goods and services shall be produced, determining by what 
methods they shall be produced, and determining how 
they shall be shared. On the surface and in their structure 
the economic life of nations varies greatly. As G. D. H. 
Cole observes: “Every age and every people has a char- 
acter stamped upon it by the way it gets its bread.” 

To carry out these three tasks, decisions of the most 
important kind must be made. Would it be more advan- 
tageous to produce a different array of goods for national 


use? Can we improve the methods of converting resources 
into the things we desire? How shall we undertake such 
improvement? Can there be a more desirable distribution 
of national income? It is necessary to consider all these 
problems together because a public policy which deals 
satisfactorily with any one may not be satisfactory for 
dealing with the others. More important, since these 
decisions must be made by some one, is the question—by 
whom? 


It is a great error to assume that there must be a 
definite and outright choice between sole reliance on 
governmental agencies for the decisions of economic life 
and sole reliance on individual or private decisions. This 
error is often expressed in some such statement as this: 
“America must choose between private enterprise and 
government ownership.” Some even say America must 
choose between Jaissez-faire and some form of socialism. 
The choice is not that simple. . . . 


The names popularly given to various types of economic 
systems usually tell little about the actual division of 
responsibility between government and private individuals. 
It is very common to say that a country is socialistic, or 
fascistic, or capitalistic. When we say a country is either 
communistic or fascistic, we usually mean that it is one in 
which government action dominates economic life—though 
we do not mean the same in one case as in the other. We 
often refer to our own country and to England as having 
a system of capitalism or individualism. Sometimes we 
call ours a competitive system or a system of private 
enterprise. But all such characterizations of an economic 
order are more or less like nicknames. We pick out one 
feature to denominate the whole. They are far from fully 
descriptive. . 


The most important use which can be made of a govern- 
ment is in determining the extent to which industrial life 
shall be organized by private individuals, and the extent 
to which it shall be organized by governmental agencies. 
When, in a democratic country like our own, responsibility 
for making economic decisions is given to a governmental 
agency, this is usually somewhat specifically stated by law. 
To ensure that these agents perform their assignments as 
called for by law, penalties may be imposed for failure, 
writs of mandamus may be used to compel action, writs 
of quo warranto may be issued, and other devices em- 
ployed. When responsibility for making industrial de- 
cisions is in the hands of private individuals, action is 
permissive rather than mandatory. Restrictions are placed 
on the actions which individuals may take, but outside of 
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those restrictions individuals are left free to exercise their 
ingenuity, enterprise, and judgment. It follows, therefore, 
that wherever large use is made of individual enterprise 
and personal decision, an enormous amount of detailed 
activity is carried on which society has not directly and 
specifically considered in terms of the public interest. It 
consists of the almost limitless number of decisions and 
actions of individuals under the broad freedom which they 
enjoy. Through no governmental agency have these deci- 
sions and actions been given either direct approval or 
disapproval by the public. 


It is important to realize, however, that there is a tacit 
legal basis for individual industrial decisions in that, if not 
challenged, they are presumed to be not contrary to the 
public interest as expressed in existing law, and that every 
such action is, in a democracy, subject to continuous public 
scrutiny and modification. 


It is comparatively easy to see that a consideration of 
ends and a planning of means are necessary in a system 
which makes wide use of government in industrial life. 
Somehow it is less universally recognized that if private 
enterprise is to be an important instrument in an economic 
system it is equally necessary to consider ends and means. 
The so-called system of private enterprise is, indeed, 
nothing more or less than a plan for allocating resources, 
converting them into goods and services, and distributing 
the product. It is a plan which in terms of its greater 
social usefulness was urged by its advocates in the late 
eighteenth century to replace a system in which govern- 
mental agencies were far more extensively used. Its 
strength and stability today will depend upon how clearly 
its characteristics and those of alternative systems can 
be seen and how, when the characteristics of both are 
seen, they are evaluated... . 

It is important to be clear as to the meaning of the 
term “private enterprise.” It is easily confused with the 
term “a private enterprise system.” Private enterprise is 
a human capacity. It is the capacity of an individual to 
make decisions, to exercise judgment, and to use initiative. 
Obviously this human capacity can be applied to making 
decisions of an economic sort—decisions regarding the 
allocation of resources to various uses, the methods of 
converting them into desired goods and services, and the 
distribution of the social product. A private enterprise 
system is an economic system in which private enterprise 
is extensively used... . 

A private enterprise system in operation is in large 
part a continuous rearranging of private property rights 
by means of contractual relationships determined by the 
decisions of individuals as to what they believe will be 
personally advantageous. .. . 

. . . The forms of business enterprise to which we are 
accustomed—individual proprietorships, partnerships, and 
corporations—are only bundles of governmentally estab- 
lished rights and obligations. 

Old as the right to enter business is, the question of 
what it shall mean presents some of the most irritating 
current problems of government in relation to economic 
life. This is particularly true when the organizational 
form used is the corporation. Much recent legislation has 
had to do with the problem of how to construct this useful 
form of business organization so as to make it as socially 
valuable as possible and to prevent its being used in ways 
which are regarded as socially harmful... . ; 

The regulation of private enterprise has varied materially 
during our national history. Our country came into ex- 
istence during a period when the governmental regula- 


tions which bound English economic life were being 
seriously questioned by the advocates of greatly increased 
individual freedom. During this period the term Jaissez- 
faire, or “let alone,” gained wide currency. To most 
people, however, the phrase never meant to leave every- 
thing free of governmental control, but it expressed a 
point of view at a time when governmental restraints were 
particularly oppressive to the emerging factory system. 

It has always been recognized by advocates of individual 
enterprise that this potent force cannot be allowed com- 
pletely free play. Regulations are believed to be necessary 
because private initiative is essentially selfish. Restraint 
must be placed upon actions which, while desirable from 
the point of view of an individual or a private group, are 
not desirable from a social or public point of view. Regu- 
lations may be regarded as the operating rules of a private 
enterprise system. It goes without saying that in the 
enactment of such rules some standards of what is socially 
desirable must be assumed... . 


... The Sherman Anti-Trust Act of 1890, applying to 
industry, trade, and workers generally, with broad pro- 
hibitions against contracts, combinations, and conspiracies 
in restraint of trade, is the most outstanding example of 
a federal declaration of the kind of competition which it 
is socially desirable to maintain. In general this law took 
over the basic doctrines of the common law and applied 
them in the federal jurisdiction. .. . 

The effort to control monopoly under the Sherman Act, 
and particularly the meaning read into the term by suc- 
ceeding court decisions, is one of the most interesting 
chapters in American economic history. . . . The Standard 
Oil and American Tobacco decisions in 1911 finally estab- 
lished the applicability of the law to the curbing of indus- 
trial trusts and had an important effect on consolidation 
tendencies and on business policy. Indeed, there was a 
virtua! cessation of large consolidations from 1912 until 
aft’. ihe World War. Later growth of large industries 
texded to take the form of a piece-meal absorption through 
the purchase of particular companies. .. . 


As the judges have read the Sherman Act, its purpose 
was not to condemn mere size or even market control. 
Only when power was unreasonably acquired or was 
apused was it held to be proscribed ; and intent to harm 
competitors or abuse customers and the existence of 
collusive action became the prominent tests of unreason- 
ableness. It proved difficult under court interpretation to 
attack practices which tended to monopoly, prior to evi- 
dence that substantial market control had actually been 
acquired. It was such interpretation, making it impossible 
to check certain market practices believed to bring about 
the destruction of competitive forces, which led in 1914 
to provisions in an amendment, the Clayton Act, prohibit- 
ing such actions as price discrimination, tying contracts, 
inter-corporate stockholding, and interlocking directorates, 
the effect of which might be substantially to lessen com- 
petition. In 1936 price discrimination was further regu- 
lated by the Robinson-Patman Act... . 

A second type of regulation consists of restraints placed 
on those business actions which, while not essentially 
monopolistic or conducive to monopoly, are regarded as 
unfair or undesirable competitive practices. These prac- 
tices are viewed as violating some accepted public standard 
of equity or morals... . 

The most important federal action affecting the plane 
of competition, particularly, though not solely, among bus- 
iness men themselves, came in 1914 with the establishment 
of the Federal Trade Commission, which was given broad 
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powers to stamp out “unfair methods of competition” in 
commerce. Under this authority the commission has 
attacked a wide range of deceptive and obstructive prac- 
tices by sellers. The Wheeler-Lea Act of 1938 has re- 
cently strengthened the powers of the commission in this 


egulations creating a plane of competitive action as 
regards business men’s relations to their employes have 
been applied to eligibility for employment, the period of 
employment, wages, and the physical risks of employment. 
On grounds of public welfare, children have been made 
ineligible for employment before attaining a certain mini- 
mum age and in certain types of work. Supreme Court 
decisions, on the ground of constitutionality, kept these 
regulations primarily in the hands of the states until 1938 
when, under the Fair Labor Standards Act (Wages and 
Hours Act), the employment of persons under 16 years 
of age was prohibited. The constitutionality of this law 
has not yet been determined. .. . 


One often hears expressed the easy-going assumption 
that it is a simple matter to distinguish between fair and 
unfair action in devising a plane of competition, and that 
the mere use of such words as “destructive,” “chiseling,” 
“sweating,” and “unethical competition” provides criteria 
of what is unfair. Nothing could be farther from the 
truth. Centuries of development of the common law, the 
enactment of federal and state statutes throughout our 
history, and 25 years of labor of the Federal Trade Com- 
mission have all indicated the fallacy of such a view. 
The experience of the NRA once more demonstrated it. 
Indeed, the intense, though brief, life of that agency most 
clearly indicates for all who will analyze its activities that 
the problem of what is fair in private enterprise is one of 
the most difficult and complicated with which business men 
and governments have ever tried to deal... . 


It is extremely important to note that regulation of 
private enterprise in our country has, until comparatively 
recently and with few exceptions, been applied to all 
industries on approximately the same terms. . . . 

But the criteria finding public acceptance for special 
treatment of an industrial area are changing. We are 
now in a situation where almost any industry which can 
show that it is having a difficult time can get serious 
consideration in demanding special treatment. While the 
larger social interests and the interests of a particular 
group are sometimes partially identified when proposing 
special treatment for an industry, there is a marked de- 
velopment toward special consideration of particular in- 
dustries on grounds restricted to the interests of that 
industry. Instead of realizing that the difficulties of an 
industry may reflect its deficiencies, so far as the national 
interest is concerned, the tendency is to consider how 
it may be supported and fortified. 

With reference to agriculture, for example, no claim 
is made that this industry is a natural monopoly com- 
parable to the railroads or a local public utility. The 
special treatment given agriculture, beginning with the 
Farm Board and extended widely through the A A A 
and various current manifestations, has been contended 
for on a variety of grounds. ... More than anything else, 
however, it appears to be a program to protect farm prices 
and agricultural values, and to provide owners and opera- 
tors of agricultural land with income which could not be 
obtained if the products affected were sold in a competitive 
market. The form followed has been substantially a 
subsidy given to follow a program primarily designed to 
lessen agricultural production, or to withhold from the 
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market, at least for a period, products which otherwise 
would reach it or would reach it more promptly. . . . 

. . . The view that small units should be protected 
against larger ones which used “unfair” methods of com- 
petition goes back to the early period of anti-trust agita- 
tion. But more recently this attitude has been supple- 
mented by the contention that small business is desirable 
for its own sake and thus deserves protection quite apart 
from its ability to survive competitively. It has been 
urged that the maintenance of small business units affords 
a wider range of opportunity for self-expression in eco- 
nomic affairs than would otherwise be the case and that 
the preservation of such opportunity is socially desirable 
even if it involves a loss in technical efficiency. . . . 

The use of government to produce goods for consumers 
takes two chief forms. One is the production of goods 
which are distributed without a direct charge to the people 
who receive them. Public education and relief are exam- 
ples. The other form involves a charge for the service 
received ; illustrations are the postal service and govern- 
mentally operated utilities. . . . 

. . . In the provision of services by governmental 
agencies, we have become accustomed to the increasing 
extension of education at public cost, to the provision of 
recreational facilities and public health services. A greater 
or less degree of socialized medicine, today warmly dis- 
cussed, seems at least a possibility for tomorrow. Most 
striking in recent years has been the development of a 
public works program which, combined with other forms 
of relief, furnishes through governmental agencies the 
source of income for millions and determines the type of 
goods which will be produced. We are also becoming 
familiar with a vast governmental undertaking which 
organizes unemployment insurance services and provides 
a public system of retirement annuities. . . . 

[At this point a summary is made of factors which have 
contributed toward expansion of governmental activity. 
They include urbanization, which occasions a great in- 
crease in services which have to be publicly provided or 
supervised ; the shift of status of the worker to that of 
employe, which means a greater or less degree of insecurity 
with income dependent upon a job as was not true in an 
agricultural population; the humanitarian trend with its 
ideas of welfare and benevolence passing over into the 
concept of social obligation; the diffusion of suffrage— 
in particular, the division of responsibility of citizenship 
equally between men and women; the changed basis of 
taxation, notably the shift from property to income taxes, 
which tends on the one hand to concentrate the tax load 
on a minority and on the other hand to the levying of 
taxes of an invisible sort upon the larger part of the 
population ; centralization in government, flowing in part 
from technological and economic changes. ] 

Considered in the light of the foregoing criteria, there 
are certain important recent developments which call for 
further public consideration : 

1. In the present trend toward increased governmental 
management in economic life, and increased direct produc- 
tion by government, there is implicit a diminished confi- 
dence in private enterprise as a social instrumentality for 
the organization of economic life. 

2. In the assignment of new tasks to government— 
whether for the more direct provision of economic se- 
curity or for the preservation of particular groups or 
industries—there is reflected a public concern whether 
private enterprise can adequately contribute to the pro- 
vision and maintenance of a tolerable level of national 
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income. In these new activities of government, there is 
also implicit a diminished valuation of economic freedom 
as an end in itself. 


3. The tendency to identify the special interests of 
particular groups or industries with the national good 
shows changed criteria of public welfare. The precedence 
of such tests as “maximum national income,” “industrial 
efficiency,” and “individual economic opportunity” have 


‘latterly been qualified if not displaced. The test more and 


more frequently applied to proposed measures has been 
their efficacy to promote the economic security of special 
interest groups. .. . What is new is the growing conviction 
that whatever serves to afford more security to established 
“blocs” of industrial or group interests is socially desir- 
able, and the wider application of this test, as evidenced 
in recent legislation affecting small-scale distributors, labor, 
and the transportation, bituminous coal, and agricultural 
industries. 

4. The numerous extensions of governmental activities 
along all fronts within the past decade and the wide public 
acceptance of this extension has shown a tendency to put 
increased emphasis upon questions of effective adminis- 
tration as contrasted with a consideration of the wisdom 
of the public policy involved. 


5. The encouragement of the strong organization of 
partisan groups to contend for their own interests, both 
in the realm of economics and in the realm of politics, 
tends to restrict the freedom of individuals in the groups 
concerned. It may, if extended, lead to added govern- 
mental regulation in the social interest, to check the 
activities of these partisan groups. 

6. The policy of undertaking to provide individuals 
with a source of livelihood over long periods of time may 
seriously diminish and delay their absorption in private 
pursuits. 

7. In addition, such policies may provide unmerited 
gains for certain groups in society and create a widespread 
illusion that it is possible to support a large part of our 
population without serious effort on their part. 

8. Legal restrictions on the movement of wages and 
prices are obviously limitations on private decisions as 
to the use of the factors of production, and raise the ques- 
tion whether the allocation of resources thus achieved is 
as satisfactory as that resulting from greater freedom of 
choice. 

9. The increased managerial controls over private 
enterprise may seriously limit the effectiveness of individ- 
ual initiative without corresponding social gains. 

10. The rapidity, frequency, and extent of changes in 
public purpose and method within recent years has created 
a sense of uncertainty which to an indeterminate degree 
has been a deterrent to private enterprise... . 

... After a period of several years of continued wide- 
spread unemployment there has developed a new general 
theory on which to base action affecting government in 
relation to economic life. The concept involves a funda- 
mental change of outlook. The notion has gained accept- 
ance in many circles that our economy has reached a stage 
which is denominated as “mature,” and that as a result 
there is no longer any hope that we shall be able to come 
near the full employment of our productive resources 
without a continuous program of extensive public spend- 

It has by no means been demonstrated by economic 
analysis, much less by practice, that the various means 
now in operation or proposed for meeting the fundamental 


and serious problem of unemployment will do more to meet 
the situation than the less elaborate programs of the 
late twenties and early thirties. 


Federal Council Makes New Affirmation 


In a resolution on “Social Ideals” the Federal Council 
of Churches at its biennial meeting in Atlantic City last 
week went beyond its previous declaration of the “right” 
of labor to organize and proclaimed the social desirability 
of such organization. The resolution, which also insists 
on the moral responsibility of labor, is as follows: 


“Whereas, the churches, in the statement of ‘The Social 
Ideals’ have stood for ‘the right of employes and employ- 
ers alike to organize for collective bargaining’; and 

“Whereas, there is special reason for solicitude for the 
maintenance of this principle at this time of preoccupation 
with national defense, 

“Resolved: that the Federal Council record its convic- 
tion that not only has labor a right to organize but also 
that it is socially desirable that it do so because of the 
need for collective action in the maintenance of standards 
of living. 

“We also emphasize the fact that in proportion as labor 
grows in power it must assume the moral responsibility 
which power entails. We remind organized labor that it 
can command public support only as it deals effectively 
with those elements in its ranks which would weaken 
confidence in its integrity. 


“We further appeal to labor unions to practice democ- 
racy in control, and not to discriminate against any work- 
ers because of color or creed. 

“The extension of democracy into economic as well as 
political life will be the most effective method of creating 
enthusiasm for democracy. The churches should encour- 
age all expressions of economic and industrial democracy, 
including labor unions, employers’ associations, farm or- 
ganizations and consumers’ cooperatives. 

“The churches in every community should take the lead 
in calling informal conferences for acquaintance and 
friendly discussions of, employers, labor leaders, farmers, 
consumers and ministers, with a view to laying a basis for 
community cooperation. 


“The rights, responsibilities and relations of capital and 
labor are of such crucial importance at this time that we 
request the Executive Committee of the Council to give 
careful study to this subject and to make a statement on it 
in the near future.” 


The Federal Council of Churches also adopted the 
following resolution on unemployment : 

“That we urge the appointment by Congress or the 
President of a commission on unemployment to be com- 
posed of representatives of consumers, farmers, labor, 
finance, manufacturing, commerce, government, education, 
church, youth, and welfare agencies without regard to 
race or color; the personnel of such a commission to be 
selected with a view to public confidence and without 
political implications. Such a commission should proceed 
at once to propose systematic plans for the long-range 
solution of the basic problem of unemployment. This 
action is urged with the recognition that unemployment is 
a moral as well as an economic problem, and that there 
is general informed opinion that the present defense pro- 
gram will have only a temporary effect on the reduction 
of unemployment.” 


Printed in U. S. A. 
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